Introduction
Over the past decade or so it has become a familiar approach to assess the welfare consequences of economy-wide phenomena in terms of their impact on subjective well-being (happiness, life satisfaction). 1 Especially, the happiness consequences of unemployment have become an important field of research. 2 According to this literature, being unemployed features among the strongest individual determinants of unhappiness, and the non-pecuniary effect of being unemployed may be larger than the effect that stems from the associated loss of income (see e.g. Clark and Oswald 1994 , Blanchflower 1996 , Winkelmann and Winkelmann 1998 . Moreover, people's happiness does not seem to adapt to the status of being unemployed (Winkelmann and Winkelmann 1998) , in contrast to the adaptation noticed with respect to other circumstances.
In addition to these individual effects, unemployment may act as a social bad, that is, people may be unhappy about unemployment even if they are not themselves out of work. For instance, they may worry about the possibility of becoming unemployed themselves when the general unemployment level is high, or they may fear that social tension may increase.
Consistent with these and related hypotheses, an important study by Di Tella et al. (2001) finds a considerable effect of the general unemployment rate on self-rated life satisfaction in several European countries, even when controlling for the individual employment status.
Similar evidence has been presented for Latin America (Graham and Pettinato 2001) . There is thus not only a private, but also a social cost to unemployment.
Given these findings, the aim of the present paper is to look in more detail into the linkage between general unemployment and life satisfaction. Our point of departure is the simple observation that any given level of the annual unemployment rate can arise from a certain number of persons unemployed for a short period of time or a smaller number of persons unemployed for a longer period. The question then arises whether or not life satisfaction is affected not just by the level of unemployment, but in addition by its quality in terms of how many people are long-term unemployed. If so, this would indicate that the fear of losing one's job is more pronounced when the prospect is to stay unemployed for a long time.
Using data for eleven European countries, 1992-2002, we find that the percentage of jobless people that are unemployed for more than one year affects self-rated life satisfaction in a sizable and significant way, in addition to the mere impact of the general unemployment rate.
What seems to bother people is thus not just the risk of becoming unemployed, but especially the risk of permanently staying out of work. This then suggests that society may have an interest in reducing the share of long-term unemployment, even if this did not affect the overall unemployment rate.
Our life satisfaction regressions control for the inflation rate. With respect to inflation, we find that introducing unemployment duration as an additional explanatory variable raises the unhappiness from inflation. Estimates that omit unemployment duration may thus underweight the unhappiness from inflation, as inflation to some extent seems to act as a proxy for a low risk of being long-term unemployed.
The paper is organized as follows. Section 2 discusses the model and the data. Section 3 presents the results. Section 4 concludes.
The Model and Data
We consider a life satisfaction regression of the following form:
where LS kit denotes life satisfaction of individual k in country i and year t and D kit is a vector of socio-demographic characteristics. UR, IR, UD and GR are the unemployment rate, inflation rate, unemployment duration and the growth rate, respectively, and α UR , α IR , α UD and α GR the associated coefficients. The β i are country dummies, and ε kit is an error term. The regression includes a common time trend, denoted by TIME. . 4 Given that not all of the required socio-demographic characteristics are available in all years for all countries, the regressions refer to 57533 individuals.
The life satisfaction question reads as follows: "On the whole, are you very satisfied, fairly satisfied, not very satisfied or not at all satisfied with the life you lead." The responses are rated as follows: "very satisfied" = 4, "fairly satisfied" = 3, "not very satisfied" = 2, "not at all satisfied" = 1.
The rates of growth, unemployment, and inflation are taken from the EU's Annual
Macroeconomic Data Base (AMECO). Given the ordinal character of our dependent variable the model is estimated using an ordered probit maximum likelihood estimator. Huber/White robust standard errors are used to control for heteroskedasticity. Table 1 shows the results of several versions of the life satisfaction regression stated in equ.
Results
(1). The regressions include country dummies and a time trend; they control for individual characteristics of the respondents. In common with virtually all of the literature in happiness economics, being unemployed is the single most powerful individual determinant of life satisfaction, even controlling for income (see Table A1 in the Appendix). With respect to the macroeconomic variables, regression (A) shows that, over and above individual unemployment, the general unemployment rate significantly affects life satisfaction, as does inflation. Consistent with earlier findings (Di Tella et al. 2001 ) the weight placed on inflation is less than the weight placed on unemployment.
Regression (B) introduces our indicator for unemployment duration as an explanatory variable, in addition to the standard formulation (A). The coefficients on all three variablesunemployment rate, inflation rate, and unemployment duration -are negative and significant.
In comparison to (A), the coefficient on the unemployment rate gets reduced. Regression (B) thus yields an estimate of how strongly the pure level of unemployment affects life satisfaction, controlling for the quality of unemployment in terms of the general duration of joblessness.
Another result from including unemployment duration is that the coefficient on inflation increases in magnitude, compared to regression (A). A possible explanation is that (A)
involves an omitted variable bias, in the sense that inflation to some extent acts as a proxy for low risk of long-term unemployment. 7 When unemployment duration is explicitly accounted for, the disutility from inflation is shown in a purer way and turns out to be larger.
For the purpose of sensitivity analysis, regressions (C) and (D) augment regressions (A) and (B), respectively, by including the growth rate as an additional regressor. In (C), which omits unemployment duration, the coefficients on the unemployment and inflation rates remain negative and significant, while the coefficient on the growth rate is positive and significant.
There is thus some autonomous value placed on growth. When we compare this regression with its counterpart (A), we see that the coefficients on unemployment and inflation are now smaller. However, the drop in the unemployment coefficient is more pronounced than that in the inflation coefficient. The sharp drop in the unemployment coefficient when growth is accounted for may indicate that, in (A), the unemployment coefficient to some extent captures the disutility from a lack of growth. The "pure" disutility from unemployment as shown in (C) thus appears to be smaller than the composite effect shown in (A). Overall, regression (C) suggests that the disutility from inflation may be -at least -of a similar magnitude as that from unemployment, a result already noted by Welsch (2006b) .
Finally, regression (D) augments (C) by adding unemployment duration. Similar as in (B), the unemployment and inflation rates as well as unemployment duration retain their negative and significant coefficients, while the coefficient on growth is positive and significant. The effects from including unemployment duration noted above turn out to be robust: In the first place, the coefficient on the unemployment rate gets reduced in comparison with (C), and part of the effect of the unemployment rate is now assigned to unemployment duration. In the second place, similar as above when switching from (A) to (B), the coefficient on inflation rises, suggesting that in (C) part of the disutility from inflation is mitigated by inflation being associated with lower unemployment duration.
Conclusions
This paper has examined the linkage between the general unemployment level and life satisfaction, placing the emphasis on the duration of unemployment. Our main finding is that the social costs of unemployment, in terms of general unemployment's impact on life satisfaction, relate significantly and to a considerable extent to unemployment duration. It is thus not just the risk of becoming unemployed that people worry about, but especially the risk of staying long-term unemployed. This is consistent with earlier evidence that people's happiness does not adapt to the status of being unemployed.
Observing that any given level of the annual unemployment rate can arise from (i) a large number of persons unemployed for a short period or (ii) a smaller number of persons unemployed for a longer period, our results suggest that society dislikes (ii) more than (i).
Given the same level of general joblessness, reducing long-term unemployment thus seems to be more important than reducing the number of people unemployed at any point in time. This can be viewed as a strong point in favor of increased labor market flexibility. 
